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DEFENSE, DEPARTMENT OF
Proposed changes to the Federal Acquisition Regulation to implement the Competi
tion in Contracting Act have recently been made available for comment by the
Defense Acquisition Regulatory Council and the Civilian Agency Acquisition
Council (see the 10/3/84 Fed. Reg, pp. 38680-81). Under the Competition in
Contracting Act of 1984, agencies will be required to achieve full and open
competition by soliciting sealed bids or requesting competitive proposals
or using other competitive procedures, unless a statutory exception permits
other than full and open competition. Among its major provisions, the Act
imposes new justification, approval, and notice requirements for contracts
employing other than full and open competition; requires appointment of a
competition advocate; codifies the GAO’s bid protest process; and provides
statutory authority for the General Services Board of Contract Appeals to
resolve protests regarding automatic data processing procurement. Solici
tations issued after 3/31/85 must comply with the requirements of the Act.
Comments are due by 10/9/84. For further information, contact Roger M.
Schwartz at 202/523-4755.

FEDERAL DEPOSIT INSURANCE CORPORATION
A decision to save the Continental Bank was made at the "highest levels" and then
banking regulatory agencies were asked to supply the justification, according
to an opening statement by Rep. Fernand J. St Germain during a hearing con
ducted by his Subcommittee on 10/4/84. This hearing by the Financial Insti
tutions Supervision, Regulation and Insurance Subcommittee, House Committee
on Banking, Finance and Urban Affairs, was the third in a recent series exam
ining Federal assistance to Continental Illinois Corporation and Continental
Illinois National Bank. The only witness for the 10/4/84 hearing was William
M. Isaac, Chairman, Federal Deposit Insurance Corporation, who testified that
if confronted with identical circumstances, the FDIC would take identical
action to that taken with respect to Continental Bank. Isaac refused to
agree with the conclusion of several Subcommittee members that it appears
that certain large U.S. banks were "too big to fail". Instead, Isaac acknow
ledged that such a perception did exist but that it was not a good perception
and one that should be corrected. At the conclusion of the hearing, both
Rep. St Germain and Mr. Isaac agreed on the need for legislative changes to
deal with potential bank crises similar to Continental, and agreed on the
need for banking regulatory agencies policy changes. Subcommittee Chairman
St Germain also announced that Federal Reserve Chairman Paul Volcker would
be asked to testify on the federal assistance to Continental Bank. No date
for this additional hearing was announced.

TREASURY, DEPARTMENT OF
A review of Internal Revenue Service practices and operations has been announced
by the Ways and Means Subcommittee on Oversight, according to its Chairman
Rep. Charles B. Rangel (D-NY).

In announcing the Subcommittee study, Con

gressman Rangel said, "The review is being conducted as part of the Subcom
mittee's monitoring of IRS activities. The Subcommittee intends to solicit
comments on various issues from the General Accounting Office, tax profes
sional associations, taxpayer interest groups, and the National Treasury
Employees Union. In addition, the Subcommittee will meet with interested
parties and the IRS. It is our intention to develop findings and recommen
dations that will serve as a focus for hearings and possible legislative
action in the new Congress." The Subcommittee's review will include consid
eration of the following issues: Erroneous collection actions, including
lien, levy and seizure actions, the use of wrong taxpayer addresses, the non-
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delivery of notices, and the delays in release of liens; overall effective
ness of the IRS Taxpayer Ombudsman, including a review of the most cannon
taxpayer errors, and complexity problems with specific Internal Revenue Code
provisions and tax forms; Specific taxpayer complaints, including problems
with IRS responses to taxpayer correspondence, unclear notices, and difficul
ties in obtaining tax forms or correct tax information; the tax gap and var
ious compliance issues, such as mail-order ministries, tax protestors, and
the application of newly enacted penalty and tax shelter provisions; practi
tioner concerns about power-of-attorney rules, audit delays, installment tax
payment and deposit in the nature of bond policies, reliance on private
letter rulings, outdated sales tax deduction tables and the appeals process;
Specialized IRS programs such as the use of commercial lists to detect non
filers, the rewards program, the use of undercover agents, strike force in
volvement and drug enforcement activities.
Tax shelter organizers will not be penalized for failing to register their
tax shelters if the shelters are registered on or before 10/31/84, accord
ing to a recent IRS press release. A provision of the Tax Reform Act of
1984, tax shelter registration generally requires that tax shelter organ
izers register certain investments by 9/1/84, on which any interest is
offered for sale. In August, 1984, the IRS said that no penalty for fail
ure to register would be imposed if the organizers filed a properly com
pleted Form 8264, Application for Registration of a Tax Shelter on or
before 9/30/84. This last announcement, IR-84-102, notes a tax shelter
organizer will have reasonable cause for failing to register on time as
long as the tax shelter is registered on or before 10/31/84. Additionally,
the IRS noted it will continue its review of the registration requirements
and will provide further guidance on certain technical aspects of these
requirements before 10/31/84. For further information, contact the IRS
Public Affairs Division at 202/566-4024.
Temporary regulations relating to the limitation on the aggregate amount of
private activity bonds that may be issued by a governmental unit have re
cently been issued by the IRS. Private activity bonds are industrial devel
opment bonds or student loan bonds on which the interest is tax exempt under
Code section 103 (n). The temporary regulations, issued in question and ans
wer form, provide 3 principal exceptions to this definition, First, obliga
tions to provide residential rental projects and housing program obligations
issued under the U.S. Housing Act of 1937 are not private activity bonds.
Second, obligations that are part of an issue, of which substantially all
of the proceeds are to be used to provide a facility described in section
103(b) (4) (C) (D) , are not private activity bonds if the property described
is owned for federal income tax purposes or on behalf of a governmental unit.
Lastly, obligations issued to refund any other issue of governmental obliga
tions described in section 103(a) are not private activity bonds. The tem
porary regulations are effective for governmental obligations issued after
10/31/83. Comments are sought by 12/4/84. For further information, contact
Mitchell Rapaport at 202/566-3590.
Regulations implementing an increase in the annual gift tax exclusion to $10,000
have recently been adopted by the IRS (see the 10/1/84 Fed. Reg., pp. 3854042) . The final rule also relates to the unlimited exclusion for certain med
ical and educational transfers under section 2503 of the 1954 code. Accord
ing to the IRS, only one minor change was made from the January, 1984, pro
posed rules. An example was added illustrating that transfers from irrevoc
able trusts which are complete for gift tax purposes will not qualify for the
unlimited exclusion for tuition expenses. Under the new rules, tuition ex
penses must be made directly to the school and payments made to students for
tuition expenses do not qualify for the unlimited exclusion. The law which
implements this rule raised the annual gift tax exclusion to $10,000 per
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donee from $3,000 for gifts made after calender year 1981. Although medical
payments made on behalf of another person are generally exempted from the
$10,000 limit, amounts that are reimbursed by the donee's insurance company
are not excluded from the gift tax. Under the rules, the gift is treated
as having been made on the date the reimbursement is received by the donee.
The regulations are effective for gifts made after 12/31/81. For further
information, contact Ada Rousso at 202/566-4336.

SPECIAL: AICPA TESTIFIES ON GENERATION SKIPPING TRANSFER TAX
"The complexity, difficulty of administration, lack of equity, and lack of re
venue from the generation skipping transfer tax have now been well document
ed”, according to AICPA incoming Chairman, Estate Planning Subcommittee,
Federal Tax Division, Bernard Nebenzahl, before the House Ways and Means Com
mittee on 10/2/84 in Washington, D.C. According to Mr. Nebenzahl, "current
Chapter 13 provides a complex statutory scheme to deal with generation skip
ping. Great efforts have been expended by the Treasury in developing regu
lations. Taxpayers and their advisors have expended great efforts in trying
to understand the law and regulations, and all agree that it does not work.
It can be circumvented by a taxpayer with sophisticated tax advice, and it
is just as likely to trap an unsophisticated taxpayer who has tried to take
care of a non-tax estate planning problem. Tax saving opportunities should
not be available only to those with the motivation and means to take advan
tage of them, and those who wish to comply with the law should not be re
quired to incur heavy expenditures for professional advice. To continue
this unworkable part of the Code is bad tax policy, and Chapter 13 should
be repealed immediately." In conclusion, Mr. Nebenzahl urged Congress to
repeal the generation skipping transfer tax now. He also went on to state
that the "level of exemption or credit should be such that the tax not apply
to the moderately wealthy and that there should be no tax on direct transfers
which truly skip a generation".

For additional information, please contact Stephanie McCarthy, Gina Rosasco
or Nick Nichols at 202/872-8190.
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